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Minefinders 100%-owned Northern / !
o Sonora claim block hosts several BAt S;’:;;/
d mineralized targets, some of which were
Denver O drilled in 2003. Drilling is currently
underway at Los Adobes, a high-grade
silver prospect.

LA BoLsa RESOURCE

| Drilling at La Bolsa in 2003 intersected
| good grades of gold mineralization. The
combination of strong precious metals
markets and excellent project logistics
makes La Bolsa an atiractive deposil.
Further work is planned for 2004
leading to a feasibility decision

DoLORES RESOURCE
Minefinders continued to advance
the Dolores Project throughout 2003,
expanding the measured and indicated
resource and completing extensive
engineering work. Final Feasibility and
Mine financing are expected in 2004.




RECeENT HIGHLIGHTS

¢ LISTED ON THE AMERICAN STOCK EXCHANGE IN JANUARY 2003

® DOLORES MEASURED AND INDICATED RESOURCE INCREASES BY 19%

¢ ENCOURAGING DRILL RESULTS REPORTED FOR NORTHERN SONORA PROPERTIES

® $58.4 MILLION (NET) RAISED IN TWO EQUITY FINANCINGS, FEBRUARY & DECEMBER 2003

e ADDED TO THE STANDARD & PPOOR’S TORONTO CoOMPOSITE INDEX IN MARCH 2004

2004 OBJECTIVES

o CoMPLETE DOLORES BANKABLE FEASIBILITY
¢ COMPLETE PERMITTING AND INITIATE FINANCING AND CONSTRUCTION FOR [DOLORES

e TEST EXPLORATION TARGETS AND DEFINE KNOWN GOLD-~SILVER RESOURCES OUTSIDE OF
DOLORES PIT AREA.

® ADVANCE THE LA BOLSA GOLD DEPOSIT TOWARD A PRODUCTION DECISION THROUGH
ADDITIONAL DRILLING AND FEASIBILITY STUDY.

¢ DEVELOP AND DRILL SILVER PROJECTS IN SONORA
® DRILL GOLD PROJECTS IN NEVADA AND SONORA

¢ ACQUIRE ADDITIONAL HIGH-POTENTIAL PROJECTS
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Mark Bailey (right) shakes hands with Tench Page, Vice President
of Exploration, at the opening bell of the American Stock
Exchange, February 5, 2003. The Company’s AMEX listing has
increased visibility and liguidity for US investors.

2003 was a productive year for Minefinders, as we made
progress on four key fronts: Financing, Feasibility, Explora-
tion and Acquisition.

Markets and Financing

In January of 2003, the Company secured a listing on the -
American Stock Exchange, which added liquidity and in-
creased the Company’s exposure to the United States in-
vestment community. On March 19, 2004, the Company was
added to the prestigious Standard & Poor Toronto Compos-
ite Index. These achievements are a testament to the strong
precious metals markets, our excellent properties, well-in-
formed shareholders and to our record of accurate and
straightforward reporting. Minefinders has always had ex-
cellent support from a loyal shareholder base which was re-
warded with a better than 50% year-over-year return on in-
vestment.

The gold market continued its bullish trend throughout 2003,
and the silver market, which had lagged in 2002, showed re-
newed strength as well. The Company used the strong fi-
nancial markets to raise $58.4 million (net), which gives it
ample resources to fund exploration operations and com-
plete the Dolores feasibility study, as well as financial lever-
age to obtain financing for the Dolores project.

Dolores Feasibility

We had proposed an aggressive schedule for completion of
the feasibility study by the end of 2003, but we were unable
to meet that goal. The engineering team determined that
with the 2002-2003 resource expansion being largely in high-
grade sulfide ore at depth, a flotation mill could be the opti-
mal process for gold and silver extraction for this material,
and should be considered as a potential process path. The
subsequent metallurgical work indicates very high recover-
ies for sulfide material using flotation along with elevated
recoveries for silver in oxide material.

Because of the importance of silver to the overall Dolores
resource base, and the large percentage of metal contained
in high-grade ores, a flotation mill with concentrate and tail
leach, in combination with heap leach for lower-grade ma-
terial, has been determined to be the optimal process path
for the deposit. Scoping study analysis concludes that this
process combination provides the highest overall gold and
silver extraction, allows for the greatest flexibility in process
schedule, and the best return on investment. We feel that the
improvements to project economics in the form of increased
recovery and reduced engineering risk were more important
than the time lost to generate the data.
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Final metallurgical testing, including bulk sample testing
and additional column leach sensitivity testing, is ongoing,.
Results are compiled and incorporated into the process en-
gineering and economic model as they come in, and refine-
ments and improvements to the process flow sheet are made
in light of updated data.

The engineering team is also updating mine scheduling and
the detailed process flow sheet to optimize material han-
dling and ore blending, making incremental improvements
and optimizations to project economics as the final data is
compiled. ‘We have made a great deal of progress in this fea-
sibility study, and will release the final information when it
is complete.

2003 Exploration Program

Dolores

Exploration at Dolores in 2003 focused primarily on deep
drilling within the resource area designed to upgrade in-
ferred resource into the measured and indicated categories,
as well as improving the delineation of ore in the breccia
pipe area adjacent to the Central Dome. Additional drill-
ing was directed to stepout drilling, as well as oriented core
drilling and rock quality drilling to advance geotechnical
understanding for pit slope stability projections and design
decisions, and large diameter core drilling for various metal-
lurgical testwork.

Vulcan generated rendering of Dolores project, looking west. This
image shows the preliminary mine design for the Dolores project,
the open pit mine with ramps and safety berms, process and leach

pad locations, water storage, waste dumps and tailings ponds.

Extensive mine design work, including scheduling and waste and

ore haulage profiles have already been completed as part of the
feasibility study.
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Minefinders conducted extensive drilling at Dolores, primarily
infill drilling directed toward upgrading inferred resource into
the measured and indicated categories. Exploration drilling

in Sonora improved overall grades at the La Bolsa deposit and
intersected mineralization at La Dura and Alcaparosso which will
be followed up with additional work in 2004.

Much of our energy has been focused on the Dolores Feasi-
bility study, as completion of this work is our primary pri-
ority. Major engineering efforts have focused on pit slope
stability, preliminary mine design and material movement
scheduling, and exploration of the metallurgy in support of
various process alternatives. Extensive scoping economics
have been completed, and we are moving forward with pro-
cess design based on a combination of heap leach and mill-
flotation scenarios. This process path will be further opti-
mized for maximum recoveries and minimum process costs
as detailed engineering is completed.

Sonora

Minefinders also carried out exploration on several North-
ern Sonora targets during 2003, with the primary focus on
expanding the La Bolsa resource, and following up on tan-
talizing drill intersections from El Malacate from 2002. We
also completed our proposed drilling at the Agua Caliente
and Alcaparosso Copper-Gold prospects.

The La Bolsa drilling intersected good grades of mineraliza-
tion and defined a new gold zone to the south of the previ-
ously reported resource. La Bolsa is an attractive deposit
at current gold prices. Scoping-level economic analysis is
underway, and additional drilling will be completed in the
near future. A decision will be made during the course of
the year as to whether to proceed with a feasibility study for
the deposit.

Alcaparosso and La Dura produced some encouraging re-
sults, and we will be following up on these targets as time
allows. We are writing down explorations costs at the El
Malacate property in 2003 as we reduce our land position in
Northern Sonora to reduce property holding costs and refo-
cus our target priorities.

Drill roads were constructed in the first quarter of 2004 into
the Real Viejo silver prospect, and drilling commenced at
the end of March this year. Results from this drilling will be
released as they become available.

Nevada

A small amount of surface mapping and sampling was com-
pleted on our Nevada properties in 2003. The Clear project
has drill permits in place and is slated for drilling sometime
this year, when exploration staff becomes available.

Property Acquisition

Minefinders acquired (by staking) 100% interest in the Plan-
chas de Plata prospect in January of 2004. This prospect is
a historic silver mining district which produced very high
grades of silver ore from the 1700’s through sometime in the
1930’s. Initial surface samples from the area have averaged
224.9 g/t (6.57 0z/1) silver, with the highest value of 891 g/t
(26.0 oz/t) silver over a two meter interval. Additional sur-
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face and underground sampling in preparation for drill per-
mitting is slated for the first half of 2004.

Outlook

Minefinders management is very positive about the coming
year, as we intend to continue to move forward on all fronts.
The Dolores Feasibility will continue to be our primary fo-
cus. With growing confidence in process design, the remain-
ing pieces are coming together nicely, and we are only await-
ing final metallurgical tests, detailed engineering designs
and costing to complete our work.

Pending a positive final feasibility study, the Board will re-
view its financing options and select the most appropriate
course to meet its objectives of maximizing the cash flow
from mine operations to the shareholders, while minimizing
development risks.

On exploration fronts, we will continue to develop and drill
test high potential gold and silver prospects, dropping less
favorable ground while expanding work on the better tar-
gets. We will also be evaluating new high-potential targets
as they become available.

We have kept our core exploration team in place and have
added key personnel to our development team to handle en-
gineering, permitting, and environmental testwork for our
Mexico properties. We have the expertise, the motivation,
and the commitment to become a gold and silver producer
while we continue exploration to find our next mine.

ol

Mark H. Bailey

President & Chief Executive Officer
April 20, 2004

The Planchas de Plata project shows evidence of extensive
underground workings (three pickup trucks are parked at center
of photo, the debris pile is from the old workings). Silver was
first extracted from this area in the 1700°s, and mining activity
continued until as late as the 1930's. The project has never been
effectively evaluated for bulk tonnage open pit potential, but
surface exposures of high grade silver mineralization make it an
attractive prospect.
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The following discussion and analysis is for the year ended
December 31, 2003 compared with the years ended Decem-
ber 31, 2002 and December 31, 2001. Unless otherwise stat-
ed, information is current to March 31, 2004. All amounts in
this discussion are stated in Canadian dollars.

Introduction

This discussion and analysis of the operating results and fi-
nancial position of Minefinders Corporation Ltd (the “Com-
pany”) should be read in conjunction with the attached Con-
solidated Financial Statements of the Company and related
Notes (the “Financial Statements”), which have been pre-
pared in accordance with Canadian generally accepted ac-
counting principles (“GAAP”) (see Summary of Significant
Accounting Polices and Note 1 to the consolidated finan-
cial statements). These principles differ in certain material
respects from accounting principles generally accepted in
the United States (“US GAAP”). Differences between GAAP
and US GAAP applicable to the Company are described
in Note 9 to the Financial Statements. This discussion and
analysis may contain forward-looking statements about the
Company'’s future prospects, and the Company provides no
assurance that actual results will meet management’s expec-
tations. For a thorough discussion and analysis of the risks
and uncertainties affecting the Company we refer you to the
Company’s Annual Information Form.

The Company is engaged in the exploration and develop-
ment of mineral properties, primarily in Mexico and the
United States, and measures its success through the expan-
sion of its mineral resources at a reasonable finding cost and
obtaining external funding for exploration and develop-
ment of its mineral properties. All of the Company’s min-
eral properties are in the exploration stage. As it has no cur-
rent revenue, the Company continues to generate recurring
negative cash flows from operations and losses. Despite the
loss for the year from operations, management believes it
has been successful in outlining a valuable and expanding
resource at its main project, Dolores. The Company noted
in a press release issued June 5, 2003 that its new resource
model demonstrates an increase in contained gold of 34% in
the measured resource category and of 27% in the combined
measured and indicated resource category. During the fiscal
year ended December 31, 2003, the Company was also suc-
cessful in raising more than $60 million in new equity fund-
ing to support an anticipated production decision on the Do-
lores project, following what the Company expects will be
a positive feasibility study. Management believes that these
are significant milestones for the Company as it advances its
Dolores project to the mine development stage. The Compa-
ny also broadened its exploration activities to include new

drilling at its La Bolsa property and in Northern Sonora, and
staked additional claims in nearby areas considered to be
highly prospective.

The Company believes it will require additional financing to
complete development of Dolores. The availability of equity
funding to the Company depends upon investor interest in
the gold and silver sectors in general, and in the Company’s
ability to demonstrate that it has a growing and economic
mineral resource at Dolores. The gold market continued to
strengthen through 2002 and 2003, creating opportunities to
obtain funding to advance the Company’s resource proper-
ties. The price of gold improved from $278 per ounce in De-
cember 2001, to $347 per ounce in December 2002, to $417
in December 2003 and reached $428 on March 31, 2004. The
Company believes that the gold price has benefited from a
weakening of the United States dollar against other major
currencies, a reduction in hedging of future production by
major gold producers, and an increase in positions held by
speculators. The price of silver also improved from $4.66
per ounce in January 2003, to $5.96 in December 2003, and
reached $7.93 on March 31, 2004. The market price for the
Company’s securities also increased during these periods as
a result of commodity price increases and successful expan-
sion of its in situ gold and silver resources, despite the fact it
has no production or operating income. It is not possible to
forecast gold and silver price trends, their impact on the fea-
sibility study on the Dolores project, or future results from
operations.

Operating Activities

The Company recorded a net loss for 2003 of $4.8 million
($0.15 per share), compared with $2.8 million in 2002 ($0.11
per share) and $1.3 million in 2001 ($0.07 per share). Net
losses were affected by higher administration costs in 2003
and a write-off of mineral properties and related explora-
tion costs, and were partly offset by higher interest income
earned on cash balances.

Administration costs increased from $2.1 million in 2002 to
$3.4 million in 2003 (2001 - $0.8 million) due to several fac-
tors. Corporate relations expenditures increased to $0.7 mil-
lion in 2003 from $0.4 million in 2002 to broaden the Compa-
ny’s outreach to new investors, which included a significant
new investor base in the United States as a consequence of
listing on the American Stock Exchange (“AMEX”) in Janu-
ary 2003. The Company also incurred higher accounting and
legal costs, increasing on a combined basis to $0.6 million
from $0.4 million in 2002 to comply with increased regula-
tory requirements in the United States and to a lesser ex-
tent, in Canada. Consulting fees increased, mainly as a re-
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sult of non-cash compensation expenses of $0.9 million in
2003 (2002 - $0.6 million) recorded as a consequence of the
Company adopting a new accounting policy in 2002 relat-
ing to stock-based compensation. Effective January 1, 2002,
GAAP requires that the Company record as a compensation
expense the determined fair value of stock options issued to
non-employees during the term of the options, with a cor-
responding credit to its contributed surplus account. No
cash is exchanged at the time of the grant. The Company re-
ceives the full option price at such time, if any, that the stock
option is exercised. In valuing options, management used
the Black-Scholes option pricing model, which required it
to make certain subjective assumptions as to future interest

rates and stock price volatility (see Note 8 to the Financial
Statements). While management has used its best efforts to
assess these future values, the determined fair value of op-
tions is highly subjective and meaningful only if the valua-
tion input factors are realized.

Interest income increased to $0.6 million in 2003 (2002 - $0.2
million; 2001 - $0.02 million) due to a higher treasury bal-
ance throughout most of 2003 compared with 2002, and off-
set by a decline in interest rates. Cash and cash equivalents
were $59.2 million at December 31, 2003 compared with $9.4
million a year earlier. Interest income in 2002 was higher
than in 2001, due to a higher treasury balance.

Summary of Quarterly Results
Net loss by quarter (000’s)

Qu-1 Qu-2 Qu-3 Qu-4 Year

2003
Net loss excluding write-down $ 1,040 $ 453 % 945 $ 840 $ 3,278
Write-down of mineral properties 35 27 46 1,371 1,479
Net loss $ 1,075 $ 480 $ 991 % 2211  $ 4,757

2002
Net loss excluding write-down $ 281 % 697 $ 147 % 863 % 1,988
Write-down of mineral properties 50 139 155 422 766
Net loss $ 331 $ 836 $ 302 % 1,285 $ 2,754

As the Company is still in the exploration stage, variances in
its quarterly losses are not affected by sales or production-
related factors. Variances by quarter reflect overall corporate
activity and are also caused by factors which are not recur-
ring each quarter. Non-cash compensation in the amount of
$0.3 million, reflecting the value of the grant of stock options
to certain personnel, was recorded in the second quarter of
- 2002 and $0.9 million in the third quarter of 2003. The first
quarter of 2003 was adversely affected by additional legal
and associated reporting costs relating to the Company’s
registration with the SEC and listing on the AMEX. Fluctua-
tion in loss by quarter is also affected by significant property
write-downs recorded in that period (2003 Qu4 - $1.4 mil-
lion; 2002 Qu4 - $0.4 million).

Financial and Other Instruments

The Company’s financial assets and liabilities consist of cash
and cash equivalents, receivables and accounts payable and
accrued liabilities, some of which are denominated in United
States dollars or Mexican pesos. These accounts are recorded
at their fair market value. The Company is at risk to finan-
cial gain or loss as a result of foreign exchange movements
against the Canadian dollar. In 2003, the Company recorded
a loss of $0.4 million, while in 2002 a loss of $0.05 million was
recorded. The loss increased in 2003 because net financial as-
sets denominated in foreign currencies were greater in 2003
($2.2 million) than in 2002 ($0.9 million) and during 2003 the

US dollar decreased 19% and the Mexican peso decreased
29% against the Canadian dollar. The Company minimizes
its foreign exchange risk by maintaining low account bal-
ances in these foreign currencies, to the extent possible. The
Company does not have major commitments to acquire as-
sets in foreign currencies at this time, but historically has in-
curred the majority of its exploration costs in foreign curren-
cies. In the future, the Company expects that certain signifi-
cant expenditures in developing a mine at Dolores will be
also be denominated in these foreign currencies. Once mine
development costs are known and purchase commitments
made, the Company may acquire foreign currencies directly
or through derivative positions, to lock-in these costs in Ca-
nadian funds, if it believes it is prudent to do so.

The Company has placed its cash and cash equivalents in
liquid renewable bank instruments which provide a fixed
rate of interest during the term. When renewing an instru-
ment that has matured, the posted bank rate may be high-
er or lower than that currently received by the Company,
which affects the amount of interest income received.

Investment in Mineral Exploration and
Development
Net expenditures on mineral properties increased during

2003 to $10.0 million from $6.8 million in 2002 and $1.7 mil-
lion in 2001. The increased activity reflects the Company’s
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access to additional funding from investors after 2001, due
to the improvement in silver and gold prices. The Compa-
ny has focused its activities on the Dolores project, an ad-
vanced-stage exploration project in northern Mexico, con-
ducting extensive drilling on the main zone and adjacent
structures in order to determine the size and grade of the
deposit and to conduct a feasibility study demonstrating its
economic potential. An updated resource model was pro-
vided by the Company during the year. Using a cutoff grade
of 0.3 grams of gold per tonne, the total measured and in-
dicated resource, as at June 5, 2003, amounted to 84.8 mil-
lion tonnes containing 2.33 million ounces of gold and 116.2
million ounces of silver. Resource estimates were prepared
in compliance with the requirements set out in National In-
strument 43-101, which may differ in material respects from
requirements by the United States Securities and Exchange
Commission. The feasibility study will determine what por-
tion of this resource can be economically mined. A total of
110 holes, totaling 59,384 meters of drilling, were completed
in the most recent drill program at Dolores, which began in
June, 2002. Expenditures on drilling and trenching increased
from $2.3 million in 2002 to $3.7 million in 2003, with most
of the work conducted at Dolores. Assaying of drill core
and cuttings cost $0.9 million, compared with $0.4 million
in 2002. Technical and professional services, for engineer-
ing work, metallurgical testing, reserve computation, mine
planning, geological staffing and related work amounted to
$1.4 million in 2003 (2002: $1.2 million; 2001: $0.6 million).
The increase in engineering and feasibility study costs to
$0.3 million in 2003 was attributable to the commencement
of feasibility study work in February, 2003. Other non-cash
costs (2003 - $1.5 million; 2002 — $1.7 million) relate to the
valuation of stock option awards, mainly to geological con-
sulting staff, whose compensation is capitalized to the relat-
ed mineral property being explored.

The Dolores feasibility study is expected to be completed in
the first half of 2004. Future development of the Dolores de-
posit will depend upon obtaining adequate financing and
the appropriate environmental and operating permits. As-
suming these permits and funding are obtained, the Compa-
ny expects to direct its efforts toward equipment and materi-
al procurement, project management and construction. The
feasibility study is considering various mining and recovery
processes and the Company is not yet able to forecast project
capital or operating costs for Dolores.

The Company also conducted extensive drilling and field
work on its Northern Sonora projects in 2003 at a cost of $1.1
million. Results of a 20-hole drill program at La Bolsa in-
cluded higher grade mineralization than generally found
within the known resource. Drill results on other targets
produced some encouraging results and follow-up work is
planned for 2004.

Management has conducted an extensive review of its min-
eral property carrying values. Certain projects had not been
advanced for several years, in part because funding was dif-

ficult to obtain in prior years, and in part because other proj-
ects were allocated priority. The Company is assessing its
land package in Northern Sonora with a view to reducing
acreage as it converts exploration land to exploitation sta-
tus, while maintaining higher-potential prospects. As a re-
sult of its review, the Company wrote off the balance of min-
eral property and deferred exploration costs relating to its
Dottie project in Nevada ($0.2 million) and its E] Malacate
project in Northern Sonora, Mexico ($0.9 million), which sig-
nificantly contributed to an overall write-down of $1.5 mil-
lion in 2003 compared with $0.8 million in 2002 (2001 - $0.5
million).

As the Company does not yet have any resource properties
that qualify for capitalization under US GAAP, the primary
difference between GAAP and US GAAP for the Company is
to increase the net loss and deficit for 2003, 2002 and 2001 by
the amounts of the exploration expenditures capitalized less
write-offs recognized under GAAP, in each of those years.
Adjustments for stock-based compensation also affected the
US GAAP reconciliation for 2001. For the purposes of US
GAAP, these expenses have been charged to the Statement
of Loss and Deficit in the period incurred (see Note 9 to the
Financial Statements).

Capital Resources and Liquidity

The Company’s financial condition improved significantly
in 2003. As at December 31, 2003, the Company had work-
ing capital of $58.3 million, an increase of $49.7 million from
December 31, 2002. The most significant component of the
change in working capital was the increase in cash and cash
equivalents by $49.8 million over 2002 ($9.4 million). Pay-
ables also increased from 2002 in response to increased ex-
ploration activities.

The increase in cash and cash equivalents resulted primar-
ily from funds received from a brokered placement of 2.6
million shares for net proceeds (after costs of $1.2 million)
of $16.9 million and a second brokered placement of 4.0 mil-
lion shares for net proceeds (after costs of $2.5 million) of
$41.5 million. In addition, the Company received $1.7 mil-
lion upon the exercise of 769,500 stock options, and $0.5 mil-
lion upon the exercise of 353,104 share purchase warrants.
In 2002, the Company received $9.4 million from private
placements of 4.4 million shares, $3.1 million from the exer-
cise of 1,778,000 options and $2.3 million from the exercise of
2,000,487 share purchase warrants.

Cash used in operating activities increased from $0.9 million
in 2001 to $1.4 million in 2002 to $2.2 million in 2003 primar-
ily due to increased costs of administration associated with
increased exploration and financing activity. The costs as-
sociated with mineral exploration and equipment additions
also increased in the period from 2001 to 2003 due to a bet-
ter treasury position providing capital to conduct planned
exploration.
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The Company is adequately funded to carry out further de-
velopment work at Dolores in anticipation of a positive re-
sult from its feasibility study. Current work plans are incor-
porated into a $7 to 10 million budget for additional drilling,
engineering and construction, and environmental studies.
The Company currently has no significant contractual ob-
ligations relating to Dolores at this time, apart from prop-
erty payments, except in relation to contingent royalty pay-
ments once production commences (see table below). With
continued interest from new investors and lending institu-
" tions, the Company believes it is well-positioned to secure
the remaining capital required to undertake construction of
the Dolores project. The Company will seek to secure debt
financing for part of the Dolores construction costs, if it can
be obtained on reasonable cost and terms. While equity mar-
kets remain positive to gold developers, the Company is not
assured that equity funding will be available at terms suit-
able to the Company.

The Company plans to expand its exploration and devel-
opment programs for 2004 on projects other than Dolores,
with renewed drilling at its Northern Sonora properties and
conduct initial and follow-up drilling at some of its Nevada
properties. Expenditures on Northern Sonora are budgeted
at $1.7 million, with $0.9 million budgeted on La Bolsa for
drilling and assaying, along with some metallurgical work.
Drilling is also planned for the Real Viejo/La Dura Project
in 2004. Two of the Company’s properties in Nevada, the
Clear and Gutsy prospects, are expected to be drill-tested in
the first half of 2004, with initial programs expecting to cost

less than $500,000. Program results will be evaluated, with

follow-up work and expenditures to be based on the initial
results.

A summary of the Company’s contractual obligations and
commitments as at December 31, 2003 is as follows:

Commitments Table (payments due by period) (000's)

1 to 3 vears 4 to 5 years
Property payments (a) $ 300 $ 150
Operating lease payments (b) 150 -
Contingent royalty payments (c) $ 450 $ 150

a) Payments in respect of the Dolores property, which the
Company expects to make; all other property payments are
at the discretion of the Company;

b) Includes existing leases without extensions;

¢) Royalty payments on the Dolores property consisting of
net smelter payments of 3.25% on gold and 2% on silver net
revenues cannot be quantified until the project reaches pro-
duction

Critical Accounting Estimates

The preparation of financial statements in conformity with
GAAP requires the Company to select from possible alter-
native accounting principles, and to make estimates and as-
sumptions that determine the reported amounts of assets
and liabilities at the balance sheet date and reported costs
and expenditures during the reporting period. Estimates
and assumptions may be revised as new information is ob-
tained, and are subject to change. The Company’s account-
ing policies and estimates used in the preparation of the
Financial Statements are considered appropriate in the cir-
cumstances, but are subject to judgments and uncertainties
inherent in the financial reporting process.

The Company follows accounting guidelines in determin-
ing the value of stock-based compensation, as disclosed in
Note 8 to the Financial Statements. Unlike other figures in
the accounts, this is a calculated amount not based on his-
torical cost, but on subjective assumptions introduced into
an option pricing model, in particular: (1) an estimate for
the average future hold period of issued stock options be-
fore exercise, expiry or cancellation and (2) future volatility
of the Company’s share price in the expected hold period
(using historical volatility as a reference). The resulting val-
ue calculated is not necessarily the value which the holder
of the option could receive in an arm’s length transaction,
given that there is no market for the options and they are
not transferable.

Property acquisition costs and related direct exploration
costs may be deferred until the properties are placed into
production, sold, abandoned or written down, where ap-
propriate. The Company’s accounting policy is to capital-
ize exploration costs on a project by project basis consistent
with Canadian GAAP and applicable guidelines. The policy
is consistent with other junior exploration companies which
have not established mineral reserves objectively. An alter-
native policy would be to expense these costs until sufficient
work has been done to determine that there is a probability
a mineral reserve can be established; or alternatively, to ex-
pense such costs until a mineral reserve has been objective-
ly established (which is the procedure prescribed under US
GAAP). Management is of the view that its current policy
is appropriate for the Company at this time. Based on an-
nual impairment reviews made by management, or earlier
if circumstances warrant, in the event that the long-term ex-
pectation is that the net carrying amount of these capital-
ized exploration costs will not be recovered, then the carry-
ing amount is written down accordingly and the writedown
charged to operations. A writedown may be warranted in
situations where a property is to be sold or abandoned; or
exploration activity ceases on a property due to unsatisfac-
tory results or insufficient available funding.
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Changes in Accounting Policy

Although no new accounting policies were adopted in 2003,
beginning with the first quarter of 2004, the Company will
determine the value of stock based compensation to employ-
ees, and record such compensation in its accounts, in accor-
dance with the transitional provisions of Canadian Institute
of Chartered Accountants’ Handbook Section 3870, on a ret-
roactive basis with a restatement of prior periods.

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements except
for contractual obligations tabled above.

Related Party Transactions

Three individuals, each an officer or an officer and a direc-
tor of the Company supply administrative/geological ser-
vices and legal services to the Company at arm’s length rates
under existing renewable contracts. Details of these relat-
ed party transactions, including the purpose and recorded
amounts of the transactions are identified in Note 6 to the
Financial Statements.

Outstanding Share Data

The Company has one class of common shares. As at March
31, 2004, there were 36,401,841 common shares outstanding.

In 2003, the Company’s shareholders adopted its 2003 stock
option plan. As at March 31, 2004, there were 2,720,000 stock
options outstanding, all of which have vested.

Risk and Uncertainties

Except for historical information contained in this discus-
sion and analysis, disclosure statements contained herein
are forward-looking, as defined in the United States Pri-
vate Securities Litigation Reform Act of 1995. Forward-look-
ing statements are subject to risks and uncertainties, which
could cause actual results to differ materially from those in
such forward-looking statements. Forward looking state-
ments are made based on management’s beliefs, estimates
and opinions on the date the statements are made and the
Corporation undertakes no obligation to update forward-
looking statements if these beliefs, estimates and opinions
or other circumstances should change. Investors are cau-
tioned against attributing undue certainty to forward-look-
ing statements.

The Company is a mineral exploration and development
company and is exposed to a number of risks and uncertain-
ties that are common to other companies in the same busi-
ness; some of these risks have been discussed elsewhere in
this report. The Company’s financial success is subject to,
among other things, fluctuations in gold and silver metal

prices which may affect current or future operating results
and may affect the economic value of its mineral resources.
The Company is exposed to currency fluctuations against
the Mexican peso and United States dollar that could affect
capital and operating costs, but may choose to mitigate the
risk through forward purchase of these currencies. The Com-
pany must comply with environmental regulations govern-
ing air and water quality and land disturbance and provide
for mine reclamation and closure costs. The Company’s abil-
ity to obtain financing to explore for mineral deposits and to
continue and complete the development of those properties
it has classified as assets is not assured; nor is there assur-
ance that the expenditure of funds will result in the discov-
ery of an economic mineral deposit. Should one or more of
these risks and uncertainties materialize, or should under-
lying assumptions prove incorrect, actual results may vary
materially from those described in forward-looking state-
ments.

The Company has not completed a feasibility study on any
of its deposits to determine if it hosts a mineral resource that
can be economically developed and profitably mined.

Note to U.S. Investors

While the terms “mineral resource,” “measured mineral re-
source,” “indicated mineral resource,” and “inferred miner-
al resource” are recognized and required by Canadian regu-
lations, they are not defined terms under standards in the
United States. As such, information contained in this report
concerning descriptions of mineralization and resources un-
der Canadian standards may not be comparable to similar
information made public by U.S. companies subject to the
reporting and disclosure requirements of the Securities and
Exchange Commission. “Indicated mineral resource” and
“inferred mineral resource” have a great amount of uncer-
tainty as to their existence and a great uncertainty as to their
economic and legal feasibility. It can not be assumed that all
or any part of an “indicated mineral resource” or “inferred
mineral resource” will ever be upgraded to a higher catego-
ry. Investors are cautioned not to assume that any part or
all of mineral deposits in these categories will ever be con-
verted into reserves.

Mark H. Bailey
President and Chief Executive Officer

] orda

Chief Financial Officer
March-31, 2004
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REPORTING

MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL REPORTING

The consolidated financial statements of Minefinders Cor-
poration Ltd., have been prepared by, and are the respon-
sibility of, the Company’s management. The consolidated
financial statements are prepared in accordance with ac-
counting principles generally accepted in Canada and re-
flect management’s best estimates and judgement on infor-
mation currently available.

Management has developed and is maintaining a system
of internal controls to obtain reasonable assurance that the
Company’s assets are safeguarded, transactions are autho-
rized, and financial information is reliable.

The Board of Directors is responsible for ensuring manage-
ment fulfills its responsibilities. The Audit Committee meets
with the Company’s management and external auditors to
discuss the results of the audit and to review the annual con-
solidated financial statements prior to the Audit Commit-
tee’s submission to the Board of Directors for approval.

The consolidated financial statements have been audited by
BDO Dunwoody LLP and their report outlines the scope of
their examination and gives their opinion on the consolidat-
ed financial statements.

Mark H. Bailey

President and Chief Executive Officer
March 31, 2004

AUDITORS INEPORT

ToO THE SHAREHOLDERS OF
MINEFINDERS CORPORATION LTD.

We have audited the Consolidated Balance Sheets of
Minefinders Corporation Ltd. (an Exploration Stage Com-
pany) as at December 31, 2003 and 2002 and the Consoli-
dated Statements of Loss and Deficit, Cash Flows and Min-
eral Properties and Deferred Exploration Costs for each
of the years in the three-year period ended December 31,
2003. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian and
United States generally accepted auditing standards. Those
standards require that we plan and perform an audit to ob-
tain reasonable assurance whether the financial statements
are free of material misstatement. An audit includes exam-
ining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also in-
cludes assessing the accounting principles used and signifi-
cant estimates made by management, as well as evaluating
the overall financial statement presentation.

In our opinion, these consolidated financial statements pres-
ent fairly, in all material respects, the financial position of
the Company as at December 31, 2003 and 2002 and the re-
sults of its operations and its cash flows for each of the years
in the three-year period ended December 31, 2003 in accor-
dance with Canadian generally accepted accounting prin-
ciples.

(305 Doy

Chartered Accountants

Vancouver, Canada
March 12, 2004

Pace 11

MINEFINDERS CORPORATION LTD.




Minefinders Corporation Ltd. (An Exploration Stage Company)

(Expressed in thousands of Canadian Dollars)

December 31 2003 2002
Assets
Current |
Cash and cash equivalents (Note 2) 59,221 9,372
Receivables 36 36
Prepaid expenses 92 129
59,349 9,537
Mineral properties and deferred exploration costs (Note 3) 44,754 36,232
Equipment (Note 4) 145 131
104,248 | 45,900
Liabilities and Shareholders’ Equity f
Liabilities
\ t
| l
Current | ‘
Accounts payable and accrued liabilities 1,034 | 896
Shareholders’ equity
Capital stock (Note 5) 117,381 | 56,793
Contributed surplus (Note 8) 4,637 2,258
Deficit accumulated in the exploration stage (18,804) (14,047)
103,214 45,004
\
l 104,248 45,900

Approved by the Board of Directors:

Director

Director

The accompanying summary of significant accounting policies and notes are an integral part of these consolidated financial statements.
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{ 'ONSOLIDATED STATEMENTS OF 1.0SS AND DEFICIT

Minefinders Corporation Ltd. (An Exploration Stage Company)
(Expressed in thousands of Canadian Dollars, except per share data)

—
For the years ended December 31 2003 2002 2001
Administrative costs
Accounting and auditing $ 200 $ 127 % 76
Amortization 16 5 1
Consulting (Note 8) 1,105 815 178
Corporate relations 745 409 61
Legal 420 310 180
Office services and expenses 424 245 165
Shareholder reports and filing fees 413 93 89
Travel 86 116 50
3,409 2,120 800
Other operating items
Write-off of mineral properties and deferred
exploration costs 1,479 766 502
Loss from operations
(4,888) (2,886) (1,302)
Investment and other items
Foreign exchange (loss) gain (425) (53) 2
(Loss) gain on sale of assets (1) 3 -
Interest income 557 182 17
Net loss for the year (4,757) (2,754) (1,283)
Deficit accumulated in the exploration stage,
beginning of year (14,047) (11,293) (10,010)
Deficit accumulated in the exploration stage,
end of year $ (18,804) $ (14,047) % (11,293)
Loss per share — basic and diluted $ (0.15) $ 011) $ (0.07)
|
Weighted average shares outstanding 31,491,892 i 25,280,665 19,129,452

The accompanying summary of significant accounting policies and notes are an integral part of these consolidated financial statements.
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UONSOLIDATED STATEMENTS OF CAsH Flows

Minefinders Corporation Ltd. (An Exploration Stage Company)
Consolidated Statements of Cash Flows (Expressed in thousands of Canadian Dollars)

For the years ended December 31 2003 2002 2001
Cash flows from operating activities
Net loss for the year $ (4,757) $ (2,754) % (1,283)
[tems not involving cash
Amortization 16 5 1
Loss (gain) on sale of asset 1 (3) -
Write-off of mineral properties and
deferred exploration costs 1,479 766 502
Stock option compensation 851 573 -

Net change in non-cash-working capital balances

Receivables - (15) (3)

Prepaid expenses 37 (88) (37)

Accounts payable and accrued liabilities 138 126 (109)

(2,235) (1,390) (929)

Cash flows from investing activities

Mineral properties and exploration costs (8,386) (4,393) (1,523)
Purchase of equipment (118) (106) (1)
Proceeds from disposal of capital assets - 7 ’ -

(8,504) (4,492) (1,524)

Cash flows from financing activities
Net proceeds on issuance of common shares

and subscriptions received 60,588 14,779 1,964
Increase (decrease) in cash 49,849 8,897 (489)
Cash and cash equivalents, beginning of year 9,372 475 964
Cash and cash equivalents, end of year $ 59,221 $ 9372 % 475

Supplemental Information
Interest and taxes paid $ - $ -8 -
Non-cash investing and financing activities:

Amortization of equipment included in

deferred exploration costs $ 87 $ 41 8 23
Stock option compensation (Note 8) $ 2,379 $ 2258 % -
Issuance of common shares for share

issuance costs | $ - $ - % 50

The accompanying summary of significant accounting policies and notes are an integral part of these consolidated financial statements.
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Minefinders Corporation Ltd. (An Exploration Stage Company)
Consolidated Statements of Mineral Properties and Deferred Exploration Costs

(Expressed in thousands of Canadian Dollars)

For the years ended December 31 2003 2002 2001
Mineral properties 182 203 195
Deferred exploration costs
Assaying 888 370 97
Amortization 87 41 23
Communication and delivery 140 64 59
Drilling and trenching 3,716 2,267 -
Environmental 31 1 13
Geophysical surveying and mapping 85 66 13
Legal: mineral properties 42 28 9
Licenses and recording fees 540 613 453
Metallurgical 201 4 -
Engineering/feasibility study 278 21 4
Road building 161 55 12
Supplies 201 133 40
Taxes 379 388 112
Technical and professional services 1,351 1,217 582
Other non-cash professional services (Note 8) . 1,528 1,685 -
Travel 191 140 46
9,819 7,093 1,463
Gross mineral properties and deferred
exploration costs 10,001 7,296 1,658
Less: costs paid by joint venturer - (521) -
Mineral properties and deferred exploration
costs during the year 10,001 6,775 1,658
Balance, beginning of year 36,232 30,223 29,067
Less: Write-off of mineral properties
and deferred exploration costs (Note 3) (1,479) (766) (502)
Balance, end of year (Note 3) 44,754 36,232 30,223

The accompanying summary of significant accounting policies and notes are an integral part of these consolidated financial statements.
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»UMMARY OF

(Expressed in thousands of Canadian Dollars)

Basis of Consolidation

These consolidated financial statements are prepared in ac-
cordance with Canadian generally accepted accounting
principles and include the accounts of the Company and
its wholly-owned subsidiaries, Minera Minefinders S.A. de
C.V. and Compania Minera Dolores S.A. de C.V. (in Mexi-
co) and Minefinders (U.S.A.) Inc. (in the United States). All
inter-company transactions and balances are eliminated on
consolidation.

Mineral Properties

The Company is in the exploration stage in respect of its
mineral properties. Acquisition, exploration and develop-
ment costs relating to mineral properties are deferred until
such time as mineral properties are brought into commercial
production, at which time they will be amortized over the
estimated life of the property on a unit of production ba-
sis using proven and probable reserves. Revenue inciden-
tal to exploration and development activities, including the
proceeds on sales of partial properties, is credited against
the cost of properties. Aggregate costs related to abandoned
properties are charged to operations at the time of any aban-
donment or when there is a long-term expectation that the
net carrying amount of these capitalized exploration costs
will not be recovered. During the year ended December
31, 2003, the Company wrote-off $1,479 (2002 - $766; 2001
- $502) of mineral properties and deferred exploration costs
related to inactive properties and abandoned claims in the
United States and Mexico.

Where the Company has entered into option agreements for
the acquisition of an interest in mineral properties which
provides for periodic payments, amounts unpaid are not re-
corded as a liability since they are payable entirely at the
Company’s option.

Equipment

Equipment is carried at cost. Amortization is provided on a
declining-balance basis at the rate of 30% per annum for ve-
hicles and 20% per annum for other equipment. An impair-
ment loss is recognized when the carrying amount of the
equipment exceeds the net future cash flows relating to the
equipment. No impairment writedown of equipment was
recognized during the years covered by these consolidated
financial statements.

IGNIFICANT ACCOUNTING FOLICIES

Foreign Exchange Translation

The Company’s functional currency is the Canadian dollar.
The Company conducts a majority of its business in Mexico
and the U.S.A. through its subsidiaries in United States dol-
lars and Mexican Pesos. The Company uses the temporal
method of currency translation for translating the Compa-
ny’s foreign operations into Canadian dollars. Under this
method, monetary assets and liabilities have been converted
at the exchange rate prevailing at the balance sheet date. In-
come and expenses are translated at historical rates. Non-
monetary assets, liabilities and equity are translated at his-
torical rates. Gains and losses on foreign exchange are in-
cluded in the Statements of Loss and Deficit for the year.

Exchange rates between the U.S. dollar, the Mexican peso
and the Canadian dollar for the periods reported on in these
consolidated financial statements are as follows:

e ,
2003 2002 2001
US Dollar
Year end 0.7713 0.6370 0.6285
Average 0.7135 0.6343 0.6456
Mexican Peso
Year end | 8.696 6.135 5,744
Average | 7.686 6.596 6.018

Loss Per Share

The Company follows the “Treasury Stock Method” to cal-
culate loss per common share. Under this method, the ba-
sic loss per share is calculated based on the weighted aver-
age aggregate number of common shares outstanding dur-
ing each period. The diluted loss per share assumes that the
outstanding stock options and share purchase warrants had
been exercised at the beginning of the period. The adoption
of this policy had no material effect on prior year figures.

Common equivalent shares (consisting of shares issuable
on exercise of stock options and warrants) totaling 2,950,000
(2002 - 3,232,604; 2001 - 5,191,091) were not included in the
computation of diluted loss per share because the effect was
anti-dilutive.
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Financial Instruments

The Company’s financial assets and liabilities consist of cash and cash equivalents, receivables and accounts payable and
accrued liabilities. Except as otherwise noted, it is management’s opinion that the Company is not exposed to significant
interest or credit risks arising from these financial instruments. The fair values of the financial instruments approximate
their carrying values due to the short-term maturities of these instruments.

Financial assets and liabilities denominated in currencies other than the Canadian dollar are as follows:

2003 2002

Financial Financial Financial Financial

Assets Liabilities Assets Liabilities

US dollar % 2073 % 705 1 % 1,428 % 691
Mexican peso 935 67 270 84
$ 3,008 % 772 1 % 1,698 § 775

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and redeemable
short-term deposits.

Estimates and Assumptions

The preparation of financial statements in conformity with
Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the finan-
cial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could
differ from those estimates.

Segmented Information

The Company has determined that it has one business seg-
ment, the exploration and development of mineral prop-
erties. Information by geographical area is as disclosed in
Notes 3 and 4.

Note 8. Consequently, the Company records no compensa-
tion expense when options are granted to employees.

The Company adopted the fair value method of accounting
for stock-based compensation awards granted to non-em-
ployees. Accordingly, compensation expense calculated us-
ing a Black-Scholes option pricing model is charged to the
Consolidated Statements of Loss and Deficit or capitalized
in Mineral Properties and Deferred Exploration Costs, de-
pending on the nature of the award.

Income Taxes

Future income taxes relate to the expected future tax conse-
quences of differences between the carrying amount of bal-
ance sheet items and their corresponding tax values. Future
tax assets are recognized only to the extent that, in the opin-
ion of management, it is more likely than not that the net
future income tax assets will be realized. Future income tax
assets and liabilities are adjusted for the effects of changes in
tax laws and rates on the date of enactment or substantive
enactment.

Stock Options

The Company follows the recommendations of CICA Hand-
book Section 3870, “Stock-based compensation and other
stock-based payments”. The standard requires either the rec-
ognition of compensation expense for grants of stock, stock
options and other equity instruments to employees, based
on the fair value of the instrument at the grant date, or alter-
natively, the disclosure of pro forma net earnings and earn-
ings per share data, as if stock-based compensation had been
recognized in earnings. The Company has chosen not to use
the fair value method to account for stock-based employee
compensation plans, but to disclose pro forma information
for options granted to employees after January 1, 2002 as in

Reclassifications

Certain prior year figures have been reclassified to conform
to the current year’s presentation including the reclassifica-
tion of Mexican value added taxes (“IVA”) recoverable from
Accounts Receivable to Mineral Properties and Deferred Ex-
ploration Costs. IVA recoverable from 2002 and prior years
reclassified in 2002 totalled $500. Additionally, the Compa-
ny has included short term deposits of $7,140 at December
31, 2002 with cash and cash equivalents.

The effect of both of these reclassifications has been retro-
actively reflected in the Consolidated Statements of Cash
Flows.
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Expressed in thousands of Canadian Dollars

1. Nature of Business

The Company was organized on February 4, 1975 under the
laws of the Province of Ontario and is engaged in the busi-
ness of exploring for precious and base metal properties in
North America and Mexico. At December 31, 2003 and 2002,
the Company was considered an exploration stage compa-

ny.

These accompanying financial statements have been pre-
pared on a going concern basis, which contemplates the re-
alization of assets and the satisfaction of liabilities and com-
mitments in the normal course of business. The Company
has not yet determined whether its properties contain min-
eral reserves that are economically recoverable. The recov-
erability of the amount shown for mineral properties and
deferred exploration costs is dependent upon the continu-
ing financial support of shareholders or other investors and
obtaining long- term financing to complete exploration and
development, the existence of economically recoverable re-

INANCIAL OTATEMENTS

serves, confirmation of the Company’s interest in the un-
derlying mineral claims and upon future profitable produc-
tion.

The Company expects to complete the feasibility study on
its Dolores mineral property in Mexico in 2004. Future de-
velopment of the Dolores deposit will depend upon obtain-
ing adequate financing and the appropriate environmental
and operating permits. Upon receipt of necessary permits
and funding, the Company expects to direct its efforts to-
ward equipment and material procurement, project man-
agement and construction. The feasibility study is consid-
ering various mining and recovery processes and the Com-
pany is not yet able to forecast project capital or operating
costs for Dolores.

2. Cash and Cash Equivalents

The balance consists of cash and the principal and
accrued interest of term deposits maturing at various dates
from February 6, 2004 to December 12, 2004, unless re-
deemed earlier at the Company’s option. Interest income is
earned at a weighted average rate of prime less 2.46%.

3. Mineral Properties & Deferred Exploration Costs

Deferred

Mineral Exploration
Properties Costs 2003 2002

Mexico

Dolores Property $ 10,766 % 26,051 $ 36,817 1 $ 29,184
Northern Sonora 273 4,042 4,315 3,166
La Reserva/El Correo 78 2,042 2,120 1,978
Other 77 444 521 791
11,194 32,579 43,773 35,119
United States 324 657 981 1,113
$ 11518 $ 33,236 $ 44754 | $ 36,232

For the year ended December 31, 2003, the Company wrote
off $1,479 (2002 - $766; 2001 - $502) allocated as follows: in re-
spect of its Nevada properties - $295; in respect of its North-
ern Sonora properties - $46; in respect of its other properties
- $1,138, of which $859 related to its El Malacate property.
For the year ended December 31, 2002, the Company wrote
down its Oro Blanco property in the amount of $608. For the
year ended December 31, 2001, the Company wrote-off 20%
of the cost of mineral claims and 25% of deferred explora-
tion costs totaling $333 in respect of a reduction in the claim
area on all US projects except the Clear property. Amounts
written off in respect of general exploration costs totaled

$158 and $169 during the year ended December 31, 2002 and
2001, respectively.

Mineral properties and related deferred exploration costs
consist of the following:

Mexican Properties

Dolores Property

The Dolores property consists of nine claims totaling 27,700
hectares in the Madera Mining District, in the state of Chi-
huahua. The Company has a 100% interest in two claims
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totaling 25,780 hectares and can acquire a 100% interest in
the remaining seven claims by bringing the property into
production or by making further payments of US$450 pay-
able in quarterly installments of US$25. The property is also
subject to underlying net smelter return (“NSR”) royalties
totaling 3.25% on gold and 2% on silver.

Northern Sonora Properties

The Company has a 100% interest in the mineral rights on
the Northern Sonora Properties, which consist of nine claims
totaling 16,591 hectares in the State of Sonora. The Compa-
ny is required to make annual rent payments to the land-
owners of approximately US$25, which have been paid for
2003, 2002 and 2001. Should a mine be put in production on
the properties, a one-time payment of US$500 is due to one
landowner. Another landowner is to be paid US$350 for the
first mine put into production on his property and US$250 is
to be paid for any additional mines put into production.

On December 21, 2001, the Company entered into a letter
of agreement with Placer Dome Exploration Inc. (“Plac-
er”) to further explore and develop the El Malacate project
in Northern Sonora. Under the agreement, Placer had the
right to earn a 51% beneficial interest in the property over a
four-year period for cash payments and exploration expen-
ditures. Placer held the right to terminate the agreement at
any time after the first US$250 was spent. Placer reimbursed
costs in the amount of $521 in 2002 (2001 ~ $Nil) to the Com-
pany pursuant to the joint venture agreement. In June 2002,
Placer terminated the agreement without earning an inter-
est in the project. In 2003 the El Malacate project was writ-
ten off.

La Reserva/El Correo

In 2001, the Company acquired mining rights on the prop-
erty from the owner. As a result, as of March 2001, the Com-
pany holds the title to these three claims in the La Reserva/
El Correo property and three additional claims staked by the
Company, for a total of 23,561 hectares. The original agree-
ment signed in 1996 for the La Reserva/El Correo Conces-
sions was accordingly terminated.

In 1998, the Company entered into surface rights agreements
whereby it made annual payments to certain landowners for
access to the property that formed part of the La Reserva/
El Correo Property, to conduct exploration and mining ac-
tivities. The agreements can be terminated at the option of
the Company upon 30 days notice to the landowners. As of
December 31, 2003, the Company is current with its surface
rights payments.

Other Properties

The Company has title to eight additional claims in Zacate-
cas, Mexico.

United States Properties

Nevada Properties

The Company holds a 100% interest in the Clear, Dottie and
Gutsy properties (subject to NSR royalties of 3%).

The Washiki claim group and Cleo claims near the Clear
property are 100% owned by the Company with no royalties
attached. In addition, in 1998 the Company entered into a
lease agreement to acquire mineral rights situated near the
Clear property by making annual advance minimum royal-
ty payments over 15 years and by incurring exploration ex-
penditures of US$150 by April 2001. At December 31, 2003,
the Company is current with its advance royalty payments.
The Company has the right to terminate the lease agreement
on thirty days written notice to the owner.

The Company has also acquired the Buckskin Mountain
property by making certain payments totaling US$100 to
a company controlled by an arm’s length consultant who,
subsequent to the agreement date, became a director of the
Company. In 2000, the Company paid the fina] installment
to the director under the agreement.

The Company wrote off the Dottie property in 2003 in the
amount of $295.

4. Equipment

2003 2002

Accumulated Net Book Accumulated Net Book

Cost  Amortization Value Cost  Amortization Value

Exploration equipment $ 45 % 32 % 131 % 43 % 29 $ 14
Office furniture and equipment 235 155 80 120 77 43
Vehicles 280 228 52 280 206 74
$ 560 $ 415 $ 145 | $ 443 % 312 % 131
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The Company’s equipment is segmented by geographical area as follows:

2003 2002
Mexico $ 36 $ 44
United States 45 55
Canada 64 32
3 145 $ 131
5. Capital Stock
Authorized
Unlimited common shares, no par value
Issued
Common shares
Issued Amount
Balance, January, 2001 17,031,527 % 38,930
Issued during the year:
For cash
Private placements (net of issue costs of $179) 3,051,723 2,911
Exercise of warrants 150,000 173
Balance, December 31, 2001 20,233,250 42,014
For cash
Private placement in April (net of issue costs of $746) 4,400,000 9,374
Exercise of stock options 1,778,000 3,083
Exercise of warrants 2,000,487 2,322
Balance, December 31, 2002 28,411,737 56,793
Private placement in February (net of issue costs of $1,185) 2,587,500 16,927
Private placement in December (net of issue costs of $2,524) 4,000,000 41,476
Exercise of warrants 353,104 494
Exercise of stock options 769,500 1,691
Balance, December 31, 2003 36,121,841 % 117,381

(a) In January 2001, the Company completed private place-
ments to issue 1,599,643 units for total proceeds of $1,477
with each unit consisting of one common share and one war-
rant entitling the holder to purchase one common share at
$1.00 and $1.15 for a two-year period. In connection with
this private placement, 50,000 common shares were issued
and $56 was paid in cash as a finder’s fee. These finders fees
were recorded as a reduction to the gross proceeds on the
private placement.

During the remainder of 2001, the Company completed pri-
vate placements to issue a further 1,402,080 units for total
proceeds of $1,612 with each unit consisting of one common
share and one-half of a warrant. Each whole warrant en-
titles the holder to purchase one common share at $1.40 per
share for a period of two years. Issuance costs totaling $123

relating to the private placement were charged as a reduc-
tion to the gross proceeds on the private placement.

(b) Stock Options

In 2003, the shareholders approved a stock option plan
(“the 2003 Plan”) for directors, officers, employees and cer-
tain consultants. The number of shares made available for
purchase pursuant to options under the 2003 Plan are not
to exceed 1,110,138. 650,000 options were granted pursuant
to the 2003 Plan in 2003, and an additional 200,000 granted
pursuant to a former plan. The total options remaining to
be granted pursuant to all approved stock option plans is
460,986. The term of options granted under the 2003 Plan
cannot exceed 5 years. The vesting of each option is deter-
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mined by the Board of Directors and the exercise price is at the fair market value of the Company’s shares at the date of

grant.

The following table summarized the changes in stock options during the years:

Weighted Average
Exercise Price

$ 1.54
1.50

1.53
5.10
1.73

Number

of Options

Outstanding at January 1, 2001 2,407,500
Granted 430,000
Outstanding at December 31, 2001 2,837,500
Granted 1,820,000
Exercised (1,778,000)
Outstanding at December 31, 2002 2,879,500
Granted 850,000
Cancelled (10,000)
Exercised (769,500)

3.66
10.50
6.15
2.20

$ 6.01

Outstanding at December 31, 2003 2,950,000

All options granted and outstanding during the years were fully exercisable on the various grant dates except: 50,000 op-
tions granted in 2001 with an exercise price of $1.50 per share which vested on January 6, 2002; 20,000 options with an ex-
ercise price of $6.15 which vested in 5,000 option increments over a one year period (of which 10,000 were cancelled during
the year); and 50,000 options granted on July 1, 2003 at $8.08 which vested 25,000 immediately and 25,000 after six month:s.

The fair value of options granted during 2003 was $3.75 (2002 - $1.88) per option.

At December 31, 2003, the following stock options were outstanding:

Number Exercise Price Expiry Date
285,000 $ 1.10 June 19, 2005
40,000 $ 1.05 December 7, 2005
230,000 $ 150 November 7, 2006
595,000 $ 3.30 April 17, 2007
950,000 $ 6.45 November 23, 2007
50,000 $ 8.08 July 1, 2008
800,000 $10.65 September 26, 2008
2,950,000
Subsequent to December 31, 2003, 205,000 options were exercised at a weighted average price of $3.60 for gross proceeds
of $738.
(© The following table summarizes whole warrant activities during the year:
Number Weighted Average
of Warrants Exercise Price
Outstanding at January 1, 2001 1,315,408 $ 1.20
Issued 2,300,683 1.18
Exercised (150,000) 1.15
Expired (1,112,500) 1.50
Outstanding at December 31, 2001 2,353,591 1.20
Exercised (2,000,487) 1.16
Outstanding at December 31, 2002 353,104 1.40
Exercised (353,104) 1.40
Outstanding at December 31, 2003 - $ -
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6. Related Party Transactions

Related party transactions not disclosed elsewhere in these
consolidated financial statements were as follows:

(a) The Company was charged for administrative and
geological services by two officers as follows:

Year Amount
2003 $ 379
2002 $ 378
2001 $ 323

(b) Legal services are provided by a law firm in which
one of the directors of the Company is a partner. The cost of
these services was as follows:

Year Amount
2003 $ 253
2002 $ 350
2001 $ 140

Transactions with related parties were in the normal course
of operations and were measured at the exchange value (the
amount of consideration established and agreed to by the

related parties).

7. Income Taxes

The tax effects of temporary differences that give rise to the Company’s deferred tax assets are as follows:

2003 | 2002

Tax loss carryforwards $ 6,800 I $ 5,914
Equipment 9 | 9
Mineral properties and deferred exploration costs (2,500) (1,956)
Undeducted financing costs 1,249 293
Valuation allowance (5,558) (4,260)
$ - $ -

The provision for income taxes differs from the amount estimated using the Canadian federal and provincial statutory in-

come tax rates as follows:

1

Benefit at Canadian statutory rates $
Effect of difference in foreign tax rates
Non-deductible expenses

Undeducted stock option compensation

Effect of tax rate changes on future income taxes
Increase (decrease) in valuation allowance

2003 2002 2001

(1,694) $ (1,033) % (572)

26 32 67

3 143 183

847 850 -

126 568 -

692 (560) 322

$ - $ - 8 .

The Company evaluates its valuation allowance require-
ments based on projected future operations. When circum-
stances change and this causes a change in management’s
judgment about the recoverability of deferred tax assets, the
impact of the change on the valuation allowance (except for
those relating to undeducted financing costs) is reflected in
current income. If and when the valuation allowance relat-
ing to undeducted financing costs is reversed, the Company
will recognize this benefit as an increase in capital stock.

The Company has approximately $26,789 (2002 - $18,800) of
undeducted exploration and development costs which are
available for deduction against future income for tax pur-
poses. In addition, the Company has non-capital losses of
approximately $18,100 (2002 - $16,100) expiring in various
amounts from 2004 to 2010 and allowable capital losses of
approximately $216 (2002 - $216).

The tax benefit of net operating losses carried forward and
the associated valuation allowance was reduced by $350
representing the tax effect of losses which expired in 2003.

8. Stock-Based Compensation

The Company accounts for all stock-based compensation is-
sued on or after January 1, 2002 to non-employees. On July
1, 2003, the Company granted 50,000 stock options (of which
25,000 vest immediately, and 25,000 vested six months from
the grant date) with an exercise price of $8.08. On September
26, 2003 the Company granted 800,000 stock options with an
exercise price of $10.65.

On April 17, 2002 and July 15, 2002, the Company granted
780,000 stock options with an exercise price of $3.30 and
20,000 stock options with an exercise price of $6.15, respec-
tively, to directors and certain consultants. On December 23,

2003 ANNUAL REPORT

PaGe 22



2002 the Company granted 1,020,000 stock options at an op-
tion price of $6.45 to directors and certain consultants. Com-
pensation expense to non-employees is determined using
the Black-Scholes option pricing model. Weighted average
assumptions used in calculating compensation expense in
respect of options granted to consultants are as follows:

2003 2002
Risk-free rate 5% 5%
Dividend yield nil nil
Volatility factor of the expected
market price of the Company’s

common shares 50% 60%
Weighted average expected life
of the options (months) 30 30

For the year ended December 31, 2003, the compensation
costs for stock options granted to non-employees which were
expensed were $851 (2002 - $573) and $1,528 (2002 - $1,685)
was capitalized to mineral properties and deferred explora-
tion costs. The combined amount $2,379 (2002 - $2,258) was
credited to contributed surplus.

The following is the pro-forma net loss of the Company with
the fair value applied to options granted to employees (us-
ing the same assumptions as above for non-employees) dur-
ing the year:

2003 . 2002
Net Joss for the year $ (4,757) $ (2,754)
Compensation expense

relating to the fair value

of employee stock options (746) (1,168)

Pro forma net loss for the year $ (5,503) $ (3,922)
Net loss per common share

- basic and diluted
- as reported $ (0.15) $ (0.11)
- pro forma $(0.17) $(0.16)

9. United States Generally Accepted Accounting
Principles

The consolidated financial statements of the Company have
been prepared in accordance with Canadian generally ac-
cepted accounting principles (“Canadian GAAP”). These
principles differ in some respects from United States gener-
ally accepted accounting principles (“US GAAP”). The ef-
fect of such differences on the Company’s consolidated fi-
nancial statements is set out below:

(a) Mineral Exploration Expenditures

Under Canadian GAAP expenditures on specific properties
are capitalized until such time as either economically unre-
coverable reserves are established or the properties are sold
or abandoned. US GAAP requires that mineral exploration
expenditures (excluding IVA recoverable of $379, $388 and
$112 included in deferred exploration costs under Canadian

GAAP) be charged to the Statement of Loss and Deficit in
the period incurred. Accordingly, for US GAAP, all mineral
exploration expenditures incurred to date (exclusive of tax-
es) would be charged to the Statement of Loss and Deficit.

(b) Stock option compensation

Under Canadian GAAP, the Company has elected not to re-
cord compensation costs for stock options granted to em-
ployees, but the effect would be required to be disclosed in
the notes relating thereto. Compensation expenses are cal-
culated using the fair value method for stock-based com-
pensation awards granted to non-employees after January 1,
2002. The compensation costs are recognized prospectively
in the financial statements.

Under US GAAP, the Company applies Accounting Princi-
ples Board Opinion (“APB”) No. 25, “Accounting for Stock
Issued to Employees”, and related Interpretation No. 44 in
accounting for all stock options granted to employees and
directors. Under APB 25, compensation expense is only rec-
ognized for stock options granted with exercise prices below
the market price of the underlying common shares on the
date of grant. Stock options that have been modified to re-
duce the exercise price are accounted for as variable.

Statement of Financial Accounting Standard (“SFAS”) No.
123, “ Accounting for Stock-Based Compensation”, requires
the Company to record compensation to “non-employees”
using the fair value based method prescribed therein similar
to accounting principles now in effect in Canadian GAAP.
Compensation expense under US GAAP to non-employees
is determined using the Black-Scholes option pricing model.
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For the year ended December 31, 2003, compensation expense incurred under SFAS No. 123 and not recognized in Cana-
dian GAAP was $Nil (2002 - $Nil; 2001 - $134;). Weighted average assumptions used in calculating compensation expense
in respect of options granted to consultants in 2001 were as follows:

Risk-free interest rate
Dividend yield

Volatility factor of the expected market price of the Company’s common shares

Weighted-average expected life of the options (months)

The impact of the above on the consolidated financial statements is as follows:

Net loss per Canadian GAAP
Adjustments related to:
Mineral exploration expenses (a)
Stock option compensation (b)
Net loss per US GAAP
Loss per share per US GAAP
Basic and diluted

Shareholders’ equity per Canadian GAAP
Adjustments related to:
Mineral exploration expenses (a)

Shareholders’ equity per US GAAP

(c) New Accounting Pronouncements

In January 2003, the US Financial Accounting Standards
Board (“FASB”) issued Interpretation (“FIN”) No. 46, “Con-
solidation of Variable Interest Entities, an Interpretation of
ARB 51.” The primary objectives of FIN No. 46 are to provide
guidance on the identification of entities for which control is
achieved through means other than voting rights (variable
interest entities or “VIEs”) and how to determine when and
which business enterprise should consolidate the VIE. This
new model for consolidation applies to an entity for which
either: (1) the equity investors do not have a controlling fi-
nancial interest; or (2) the equity investment at risk is insuf-
ficient to finance that entity’s activities without receiving ad-
ditional subordinated financial support from other parties.
In addition, FIN No. 46 requires that both the primary ben-
eficiary and all other enterprises with a significant variable
interest in a VIE make additional disclosures. As amended
in December 2003, the effective dates of FIN No. 46 for all
non small business issuers are as follows: (a) for interests in
special-purpose entities: periods ended after December 15,
2003; and (b) for all VIEs created before January 31, 2003:
periods ending after December 15, 2004 (c) for all VIEs creat-
ed after January 31, 2003, FIN 46 is applicable immediately.
The December 2003 amendment of FIN No. 46 also includes
transition provisions that govern how an SBI which previ-
ously adopted the pronouncement (as it was originally is-
sued) must account for consolidated VIEs.

The implementation of this new standard is not expected to
have a material effect on the Company’s consolidated finan-
cial statements.

2001
2.65t0 3.12%
Nil%
80%
31
i 2003 2002 2001
$  (@757) s (2754) $ (1,283)
(8,143) (5,621) (1,044)
- - (134)
$ (12900 |$ (8375 $ (2,461)
$ 041) |'$ 033 $  (0.13)
$ 103214 '$ 45004 $ 30,721
(43,875) (35,732) (30,111)
$ 59339 |$ 9272 $ 610

On May 15, 2003, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Stan-
dard (“SFAS”) No. 150, “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Eq-
uity”. SFAS No. 150 changes the accounting for certain fi-
nancial instruments that, under previous guidance, could be
classified as equity or “mezzanine” equity, by now requir-
ing those instruments to be classified as liabilities (or assets
in some circumstances) in the statement of financial posi-
tion. Further, SFAS No. 150 requires disclosure regarding
the terms of those instruments and settlement alternatives.
SFAS No. 150 affects an entity’s classification of the follow-
ing freestanding instruments: a) mandatorily redeemable in-
struments b) financial instruments to repurchase an entity’s
own equity instruments c¢) financial instruments embody-
ing obligations that the issuer must or could choose to settle
by issuing a variable number of its shares or other equity
instruments based solely on (i) a fixed monetary amount
known at inception or (ii) something other than changes in
its own equity instruments d) SFAS No. 150 does not apply
to features embedded in a financial instrument that is not a
derivative in its entirety. The guidance in SFAS No. 150 is
generally effective for all financial instruments entered into
or modified after May 31, 2003, and is otherwise effective
at the beginning of the first interim period beginning after
June 15, 2003.

The implementation of this new standard did not have a ma-
terial effect on the Company’s consolidated financial state-
ments.
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